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CONTROLLER'S  OFFICE 
CITY  SERVICES  AUDITOR 

The  City  Services  Auditor  was  created  within  the  Controller's  Office  through  an  amendment  to  the 
City  Charter  that  was  approved  by  voters  in  November  2003.  Under  Appendix  F  to  the  City  Charter, 
the  City  Services  Auditor  has  broad  authority  for: 

•  Reporting  on  the  level  and  effectiveness  of  San  Francisco's  public  services  and 
benchmarking  the  city  to  other  public  agencies  and  jurisdictions. 

•  Conducting  financial  and  performance  audits  of  city  departments,  contractors,  and  functions 
to  assess  efficiency  and  effectiveness  of  processes  and  services. 

•  Operating  a  whistleblower  hotline  and  website  and  investigating  reports  of  waste,  fraud,  and 
abuse  of  city  resources. 

•  Ensuring  the  financial  integrity  and  improving  the  overall  performance  and  efficiency  of  city 
government. 

The  audits  unit  conducts  financial  audits,  attestation  engagements,  and  performance  audits.  Financial 
audits  address  the  financial  integrity  of  both  city  departments  and  contractors  and  provide  reasonable 
assurance  about  whether  financial  statements  are  presented  fairly  in  all  material  aspects  in 
conformity  with  generally  accepted  accounting  principles.  Attestation  engagements  examine,  review, 
or  perform  procedures  on  a  broad  range  of  subjects  such  as  internal  controls;  compliance  with 
requirements  of  specified  laws,  regulations,  rules,  contracts,  or  grants;  and  the  reliability  of 
performance  measures.  Performance  audits  focus  primarily  on  assessment  of  city  services  and 
processes,  providing  recommendations  to  improve  department  operations. 

We  conduct  our  audits  in  accordance  with  the  Government  Auditing  Standards  published  by  the  U.S. 
Government  Accountability  Office  (GAO).  These  standards  require: 

•  Independence  of  audit  staff  and  the  audit  organization. 

•  Objectivity  of  the  auditors  performing  the  work. 

•  Competent  staff,  including  continuing  professional  education. 

•  Quality  control  procedures  to  provide  reasonable  assurance  of  compliance  with  the  auditing 
standards. 


Audit  Team:    Elisa  Sullivan,  Audit  Manager 
Vivian  Chu,  Associate  Auditor 
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San  Francisco  Airport  Commission 
P.O.  Box  8097 

San  Francisco  International  Airport 
San  Francisco,  CA  94128 


John  L.  Martin,  Director 

San  Francisco  International  Airport 

P.O.  Box  8097 

San  Francisco,  CA  94128 


President,  Members,  and  Director  Martin: 

The  Controller's  Office,  City  Services  Auditor,  presents  its  report  concerning  the  concession 
audit  of  Host  International,  Inc.  (Host).  Host  has  a  five-year  lease  agreement,  through 
December  31 ,  2013,  with  the  Airport  Commission  of  the  City  and  County  of  San  Francisco  (City) 
to  operate  two  newsstands,  one  newsstand/cafe,  and  one  clothing  store  at  the  San  Francisco 
International  Airport  (SFO), 

Reporting  Period:    January  1 ,  2008,  through  December  31 ,  2009 
Rent  Paid:  $2,498,853 


Host  correctly  reported  gross  revenues  of  $10,254,334,  and  correctly  paid  its  rent.  However, 
Host  did  not  submit  timely  to  the  Airport  the  required  annual  certified  financial  statement  report 
for  2009. 

The  responses  of  the  Airport  and  Host  are  attached  to  this  report.  The  Controller's  Office,  City 
Services  Auditor,  will  work  with  the  Airport  to  follow  up  on  the  status  of  the  recommendations 
made  in  this  report. 

Respectfully  submitted, 


Tonia  Lediju 
Director  of  Audits 

cc:  Mayor 

Board  of  Supervisors 
Budget  Analyst 
Civil  Grand  Jury 
Public  Library 


Results: 


415-554-7500 


City  Hall  •  1  Dr.  Carlton  B.  Goodlett  Place  •  Room  316  •  San  Francisco  CA  94102-4694 


FAX  415-554-7466 
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INTRODUCTION 


Audit  Authority  The  Office  of  the  Controller  (Controller)  has  authority  under 

the  San  Francisco  Administrative  Code,  Chapter  10,  Article 
1,  Section  10.6-2,  to  audit,  at  regular  intervals,  all  leases  of 
City-owned  real  property  where  rent  of  $100,000  or  more  a 
year  is  to  be  paid  to  the  City.  In  addition,  the  City  Charter 
provides  the  Controller,  City  Services  Auditor  (CSA),  with 
broad  authority  to  conduct  audits.  This  audit  was  conducted 
under  that  authority  and  pursuant  to  an  audit  plan  agreed  to 
by  the  Controller  and  the  Airport  Department  (Airport). 

Background  Host  International,  Inc.,  (Host)  has  a  five-year  lease 

agreement,  through  December  31 ,  201 3,  with  the  Airport 
Commission  of  the  City  and  County  of  San  Francisco  (City) 
to  operate  two  newsstands,  one  newsstand/cafe,  and  one 
clothing  store  at  four  locations  in  Terminal  3  at  the  San 
Francisco  International  Airport  (SFO). 

The  lease  agreement  requires  Host  to  pay  the  Airport 
monthly  rent  the  greater  of  one-twelfth  of  a  minimum  annual 
guarantee  (MAG)  or  a  tiered  percentage  rent  of  12  to  16 
percent  of  its  gross  revenues.  The  percentage  rent  rate  to 
be  applied  each  month  depends  on  the  cumulative  amount 
of  Host's  total  gross  revenues  per  lease  year  it  has  reached 
that  month.  Although  the  lease  requires  a  monthly  MAG 
rent  of  $125,833  starting  on  Host's  rent  commencement 
date,  which  was  January  1 ,  2009,  for  the  period  from 
January  1,  2008,  through  December  31,  2008.  Host  paid 
rent  of  20  percent  of  its  gross  revenue  during  this 
construction  period,  as  specified  in  the  lease  agreement. 

Scope  and  Methodology        The  purpose  of  this  audit  was  to  determine  whether: 

•  The  monthly  statements  of  gross  revenues  that  Host 
submitted  to  the  Airport  accurately  reflected  actual 
gross  revenues  based  on  monthly  and  daily  records. 

•  Host  paid  the  proper  amount  of  rent  to  the  Airport, 
according  to  the  terms  of  its  lease. 

•  Host  currently  has  no  overdue  rent  payable  to  the 
Airport  for  the  audit  period. 

•  Host  complied  with  other  provisions  of  its  lease. 


The  audit  covered  the  period  January  1,  2008,  through 
December  31,  2009. 

To  conduct  the  audit,  the  audit  team: 

•  Examined  the  applicable  terms  of  the  lease  and  the 
adequacy  of  Host's  procedures  for  collecting, 
recording,  summarizing,  and  reporting  its  gross 
revenues  to  the  Airport. 

•  Compared  on  a  sample  basis  Host's  reported  gross 
revenues  to  those  recorded  in  its  internal  monthly 
summary  records. 

•  Compared  on  a  sample  basis  Host's  internal  monthly 
summary  records  to  daily  sales  reports. 

•  Examined  the  Airport's  aged  accounts  receivable 
report  to  determine  whether  Host  had  any  outstanding 
payments  due  to  the  Airport. 

•  Selected  key  lease  requirements  and  performed  testing 
to  determine  whether  Host  complied  with  other 
provisions  of  its  leases. 

This  performance  audit  was  conducted  in  accordance  with 
generally  accepted  government  auditing  standards.  These 
standards  require  planning  and  performing  the  audit  to 
obtain  sufficient,  appropriate  evidence  to  provide  a 
reasonable  basis  for  the  findings  and  conclusions  based  on 
the  audit  objectives.  We  believe  that  the  evidence  obtained 
provides  a  reasonable  basis  for  the  findings  and 
conclusions  based  on  the  audit  objectives. 


AUDIT  RESULTS 


Host  Correctly  Reported 
Its  Revenues  and 
Correctly  Paid  Its  Rent  to 
the  Airport 


For  the  audit  period  January  1,  2008,  through  December 
31,  2009,  Host  correctly  reported  gross  revenues  of 
$10,254,334,  and  accordingly  calculated  and  paid  rent  of 
$2,498,853  to  the  Airport.  The  exhibit  below  shows  Host's 
reported  gross  revenues  and  rent  paid. 


1  Gross  Revenues  Reported  and  Rent  Paid 

|  January  1,  2008,  through  December  31,  2009 

Reporting  Period 

Gross  Revenues 
Reported 

Rents  Paid 

January  1 ,  2008  -  December  31 ,  2008 

$4,944,267 

$  988,853 

January  1 ,  2009  -  December  31 ,  2009 

5,310,067 

1,510,000 

Total 

$10,254,334 

$2,498,853 

Source:     Monthly  Statements  of  Sales  and  Rent  Due  submitted  by  Host. 


Host  Did  Not  Timely 
Submit  the  Required 
Annual  Certified 
Financial  Report 


Host  did  not  timely  submit  its  annual  certified  financial 
report  for  2009  to  the  Airport.  According  to  the  lease 
agreement,  within  90  days  after  the  end  of  each  lease 
year,  Host  is  required  to  submit  to  the  Airport  an 
unqualified  year-end  financial  report  prepared  by  a 
Certified  Public  Accountant  (CPA)  showing  gross  revenue 
achieved  with  respect  to  the  prior  lease  year.  According  to 
Host's  staff  accountant,  there  was  confusion  over  the  start 
of  the  lease  year.  Host  thought  that  the  lease  year  started 
on  the  date  its  newsstand/cafe  opened,  which  was  July  23, 
2009,  when  in  fact  the  lease  year  commenced  on  January 
1 ,  2009.  Therefore,  Host  did  not  submit  a  CPA  report  for 
2009. 1 


Recommendation 


The  Airport  should  ensure  that  Host  submits  its  annual 
certified  financial  report  within  90  days  after  the  end  of 
each  lease  year. 


Host  provided  the  audit  team  and  the  Airport  with  its  2009  CPA  report  on  September  2,  2010,  after  audit 
fieldwork  had  concluded. 


3 
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APPENDIX  A:  AIRPORT'S  RESPONSE 


San  Francisco  International  Airport 


September  15.  2010 


.■|.VH.1Y..<>  I  A«J 


I,, I  .,c(i  xji  v.Kiii 


VIA  EMAIL 


■•,.»A-rlv.loc  


A  I  HP  OR  1 
COMMISSION 

■:  r>  asp  'omhiv 
Of  Sam  ipanyiv.'o 


Ms.  Tonia  Lediju,  Director  of  Audits 
City  Hall,  Room  477 
I  Dr.  Carlton  B.  Goodlett  Place 
San  Francisco.  CA  94102 

Reference:     Host  International  Inc.'s  Terminal  3  Newsstands  and  Specialty  Store  Lease  No. 

07-0100  between  the  City  and  County  of  San  Francisco,  through  its  Airport 
Commission,  and  Host  International,  Inc. 

Dear  Ms.  Lediju: 

The  San  Francisco  International  Airport  ("Airport")  is  in  receipt  of  the  Audit  Recommendation 
from  City  Services  Auditor  Division  for  its  audit  of  Host  International,  Inc.'s  ("Host")  Lease 
No.  07-0100  between  the  City  and  County  of  San  Francisco,  through  its  Airport  Commission, 
and  Host  International,  Inc.  The  following  is  the  Airport's  response  to  the  Audit  Report 
findings: 

1.   The  Airport  should  ensure  Host  submits  its  annual  certified  financial  report 
within  90  days  after  the  end  of  each  lease  year.  The  Airport  concurs. 

Thank  you  for  your  staff  s  work  on  this  audit.  Please  do  not  hesitate  to  call  if  you  have  any 
questions. 


Cheryl  Nashir 

Associate  Deputy  Airport  Director 
Revenue  Development  and  Management 

cc:       Wallace  Tang 
Tomasi  Toki 
Vivian  Chu 
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APPENDIX  B:  HOST'S  RESPONSE 


HMS 

cmi 

Hiking  In*  Trjvaltr  <  0»,  fWm 


September  22,  2010 


Tonia  Lediju 

Director  of  Audits 

City  Hall,  Room  477 

1  Dr.  Carlton  B.  Goodlett  Place 

San  Francisco,  CA  94102 


Dear  Ms.  Lediju, 


Enclosed  please  find  HMSHost's  response  to  the  audit  findings  report  resulting  from  the  examination  of  the 
Terminal  3  Newsstands  and  Specialty  Store  Lease  agreement  at  San  Francisco  International  Airport  for  the 
period  of  January  2008  through  December  2009. 

Please  do  not  hesitate  to  contact  me  at  (240)  694-4265  or  Monica  Keller  at  (240)  694-4726  if  you  have  anv 
questions.  '  ' 


Sincerely, 

Eswaran  Jeyarajah 
Manager 

Internal  Audit,  Contractual  Compliance 


6905  ROCKIEDGE  DRIVE         BETHESDA,  MD  20817         2i0  69A  4\O0 
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Responses  to  San  Francisco  International  Airport  Authority  Audit  Findings 
For  the  period  January  2008  through  December  2009 
(Lease  Number  07-0100): 


Audit  Finding: 

Host  did  not  timely  submit  its  annual  certified  financial  report  for  2009  to  the  Airport.  According  to  the  lease 
agreement,  within  90  days  after  the  end  of  each  lease  year,  Host  is  required  to  submit  to  the  Airport  an  unqualified 
year-end  financial  report  prepared  by  a  Certified  Public  Accountant  (CPA)  showing  gross  revenue  achieved  with 
respect  to  the  prior  lease  year  According  to  Hosf  s  staff  accountant,  there  was  confusion  over  the  start  of  the  lease 
year  Host  thought  that  the  lease  year  started  on  the  date  its  newsstand/cafe  opened,  which  was  July  23,  2009,  when 
m  fact  the  lease  year  commenced  on  January  1 ,  2009  Therefore,  Host  did  not  submit  a  CPA  report  for  2009  1 


Recommendation: 

The  Airport  should  ensure  that  Host  submits  its  annual  certified  financial  report  within  90  days  after  the  end  of  each 
lease  year. 


Management  Response: 

The  Airport  concurs. 


HMSHost  Response: 

HMSHost  concurs  with  the  finding.  The  delay  in  submitting  the  CPA-certified  annual  report  for  2009  was  due  to  a 
misinterpretation  of  the  lease  year  for  this  contract.  It  was  initially  thought  that  the  lease  and  all  reporting  terms  would 
become  effective  as  of  July  23,  2009,  which  was  (he  start  date  of  the  Arrivals  Level  Starbucks  and  News  Express 
facility.  This  initial  interpretation  led  HMSHost  to  believe  that  the  lease  year  would  be  July  1  through  June  30,  with  an 
annual  report  due  within  90  days  of  the  tease  year  end,  or  September  30. 

During  the  course  of  your  audit,  documentation  was  obtained  which  clarified  that  the  Rent  Commencement  Date  was 
January  1,  2009,  with  a  lease  year  and  reporting  period  of  January  1  through  December  31.  In  an  effort  to  remedy  the 
oversight,  HMSHost  duly  coordinated  with  our  Independent  auditors,  KPMG  LLP,  to  expedite  the  preparation  of  the 
2009  annual  report  Although  HMSHost  was  only  obligated  to  submit  the  annual  report  for  2009.  we  submitted  the 
following  on  September  2,  2010 

•  CFO-certified  statement  for  the  Construction  Period  of  October  29,  2007  through  December  31,  2008;  and 

•  CPA-certified  annual  report  for  the  Lease  Year  Ending  December  31.  2009 


Going  forward,  HMSHost  will  ensure  that  all  CPA-certified  annual  reports  are  submitted  within  90  days  of  the  end  of 
each  lease  year,  as  contractually  required 


1  Host  provided  the  audit  team  and  the  Airport  with  its  2009  CPA  report  on  September  2,  2010,  after  audit  fieldwork 
had  concluded. 
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